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KEY ECONOMIC INDICATORS 
(In millions of U.S. dollars unless otherwise noted) 


Domestic Economy 1987 1988 
Population (millions) Tea Two 


Population growth rate (%) 3.2% 
Real GDP (1977 prices)1 2,770 2,945 
Real per capita GDP (uUSs$)1 390 402 
Real GDP growth rate (%) 2.7% 6.3% 
Consumer price index (1975=100) 
High Income Group 1,093 1,595 4,494 11,270 
Low Income Group L,saes Lptad 5,540 12,23G 


Production and Employment 
Labor Force (thousands) 361 362 370 377 


Government Deficit (% of GDP) -10.9% -12.13% -9 .3% -8.0% 


Balance of Payments 
Exports (F.O.B.) 868 i. S6 Dea 1249 


Copper 736 983 1,250 1,060 
Other metals 66 91 L107 95 


Other exports 66 82 it 95 


Imports (C.I.F.) 772 889 1,923 i,Saa 
Metals sector 233 279 373 357 
Fertilizer 45 47 72 49 
Petroleum 67 62 103 141 
Other 427 501 474 565 


Trade Balance 96 267 388 137 
Current Account Balance -242 -164 -149 -340 
Foreign Debt 5,400 6,200 6,900 6,645 
Debt Service Ratio3 99.7 79.2 56.5 65.8 
Foreign Exchange Reserves 76 169 243 176 
Average Exchange Rate (US$1=x) K8.89 K8.22 K12.90 K28.98 


U.S.-Zambia Trade and Aid 
Exports to Zambia (F.A.S) 47.2 26.0 49.6 80.1 
Imports from Zambia (C.I.F.) 49.7 19.7 24.1 28.6 
Share of Zambian Imports 6.1% 2.9% 4.8% 7.2% 
Share of Zambian Exports S698 Le/% 1.7% 2.3% 
Bilateral Economic Aid 48.8 2269 iv“ ales 


Principal U.S. exports: aircraft, mining equipment and spare parts 
Principal U.S. imports: cobalt 


limbassy estimate based on IMF material 
2Excludes traditional agriculture 
Debt service/xXGS (accrual basis) 


Sources: Central Statistics Office; International Financial 
Statistics IMF; ZAMBIA: Policy Framework Paper, 1991-1993 (IMF & 


World Bank); ZAMBIA: World Bank Economic Recovery Program, February 
1991; U.S. Department of Commerce 





Summary 


Early in 1991, Zambia cleared its arrears to the World Bank with 
substantial donor assistance and has begun to draw Economic Recovery 
Credits under a carefully constructed restructuring program monitored 
by the IMF. This reform program hopes to set Zambia on a new path of 
sustained economic growth, while bringing down inflation over the 
short term. The main features of the program are fiscal discipline, 
tight money policies, a gradual privatization of Zambia's parastatal 


structure, a reform of the civil service, and diversification of 
exports. 


The government performed well in sticking to its targets in the first 
half of 1990, but an unbudgeted benefits increase to civil servants 
triggered a new inflationary spiral at mid-year, exacerbated by higher 
oil costs caused by the Gulf crisis. By year's end, the Government of 
the Republic of Zambia announced new tax measures to regain some 
ground and introduced new reform measures to benefit the private 
sector. By early 1991, Zambia appeared to be back on the reform 
track. Although the reforms are beginning to take effect, Zambia's 
economic performance remained flat over the past two years. Nonmetal 
exports continue to grow, but performance in the all-important 
agricultural sector was disappointing in 1990. 


U.S. exports to Zambia increased for the second straight year. 
Increased availability of foreign exchange should enhance the 
potential for U.S. sales, particularly in mining, agricultural, and 
transport equipment. A new investment code is expected by mid-1991 
and, together with further movement on privatization, should make 
investment in Zambia more attractive, particularly in agriculture, 
export production, transportation, and tourism. 


Part A - Current Economic Situation and Trends 


Zambia still faces serious economic problems, but has embarked on a 
course of economic reforms which, if sustained and adequately funded 
by the donor community, offers the best hope in decades of economic 
recovery and real growth. The major near-term goal of the program 
being monitored by the International Monetary Fund (IMF) is to reduce 
inflation (162 percent in 1989 and 105 percent in 1990) that has 
seriously eroded buying power in Zambia. Over the long term the 
government hopes the reform program will expand both the export base 
and overall export earnings, as well as diversify the economy away 
from excessive dependence on copper earnings. Simultaneously, Zambia 
hopes to reduce its debt overhang which, at a per capita of nearly 
$900, is one of the most burdensome in the world. 


Economic Reform: Zambia began its current reform efforts in late-1988 
with a modest devaluation of the Kwacha, the first since it broke with 
the previous IMF program in May 1987. In mid-1989 it made 
considerable progress toward restructuring its economy with a reform 
package that included: price decortrol, substantial devaluation of 
the Kwacha, and monetary measures designed to reduce excessive growth 
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in the money supply. In February 1990, the Bank of Zambia (BOZ) 
introduced a dual exchange rate system, which featured a "second 
window" through which importers could acquire foreign exchange to 
import a specified list of goods under Open General License (OGL). 
Initially, the second window rate was K40 to $1 (compared with a 
"first window" rate of K22 to $1 for imports still administratively 
approved). By April 1991, almost all goods were eligible for import 
under OGL, and the second window rate had moved to K54 to $1. During 
the same period, the gap between the two rates had closed to within a 
few Kwacha. In March 1991, Zambia cleared its arrears with the World 
Bank and became eligible for a sizeable Economic Recovery Credit, and 
the IMF officially approved Zambia's economic reform program. 


Recent Economic Performance: In the first half of 1990, Zambia 
performed well against the benchmarks established by the IMF. The 
budget deficit was substantially reduced, and the Bank of Zambia (BOZ) 
was effective in constricting the growth of the money supply. 
Inflation came down sharply in the first half of 1990, from the annual 
rate of 162 percent recorded in 1989. However, at mid-year, the 
government announced an overly generous benefits package to civil 
servants that rippled through the economy, sending all prices on an 
upward spiral. The government quickly recognized its mistake and 
moved swiftly to reduce the inflationary impact by taxing the new 
benefits, but its deflationary policies were dealt a serious blow by 
the Gulf crisis which nearly doubled Zambia's petroleum import bill 
overnight. (Previously, Kuwait was Zambia's sole supplier of crude 
Oil.) Even with these two blows, the December-to-December inflation 
rate declined to 105 percent by the end of 1990. Likewise, 
nontraditional exports grew over the course of the year and the budget 
deficit was reduced. Under the new IMF-monitored program, which began 
January 1, 1991, Zambia hopes to reduce growth in the money supply 
(My) to 25 percent and reduce inflation to 40 percent. Both the IMF 
and World Bank believe these ambitious goals are attainable. 


The Economy Continues to Stagnate: While both IMF and World Bank 
estimates suggest a slight growth in 1990, Zambia's economy has been 
essentially flat over the past two years. (Preliminary GRZ figures 
show decline in real GDP growth of 1.7 percent, from near zero. growth 
in the economy the year before.) Although real growth was registered 
in the mining, power, tourism, finance and other services sectors, 
agriculture and manufacturing (the two largest contributors to GDP) 
both declined. Construction, wholesale and retail trade, and 
transportation and communications also declined. 


Balance of Payments: Due to a decline in the value of exports (lower 
copper prices) and an increase in the value of imports, the trade 
balance worsened. Nonmetal exports increased in response to policy 
changes that favored exporters. Although the foreign exchange 
shortage continued to affect all sectors of the economy, the phased 
introduction of the OGL system for imports dramatically eased the 
Situation. By the end of 1990, over 90 percent of all Zambia's 
imports were eligible under OGL. In November the government abolished 
FEMAC, the body which administratively allocated foreign exchange. 
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The only products now imported outside the OGL system are goods for 
the copper company, fertilizer and oil. If world prices permit, the 
government hopes to transfer oil to the secondwindow during 1991. It 
also intends to continue to devalue the Kwacha with the goal of 
merging the two windows and achieving a market-clearing exchange rate 
by the end of the year. 


Mining: Mining's share of the nation's GDP grew slightly in 1990 and 
now accounts for slightly over 8 percent. Mining's predominance in 
Zambia's economy stems from its earning roughly 90 percent of Zambia's 
foreign exchange. Although the earnings of the copper company, ZCCM, 
grew significantly in 1990, real growth in the mining sector did not 
quite reach 3 percent. High earnings came mainly from favorable metal 
prices and steady devaluation of the Kwacha. Copper production will 
begin to decline by the end of the decade unless a much larger share 
of ZCCM's earnings are plowed back into mining infrastructure 
rehabilitation and enhancement, a difficult undertaking as long as 
Zambia remains dependent on ZCCM's foreign exchange earnings for most 
import needs. The hope for greater gemstone earnings (particularly 
emeralds) was enhanced by policy changes late in 1990 which could 
stimulate legal mining and exports. If fully captured, gem exports 
could account for 10-20 percent of Zambia's export earnings. 


Agriculture: The agricultural sector showed a real decline of 7.3 
percent in 1990, and its contribution to GDP fell to 18 percent (from 
19 percent in 1989). This decline is partly attributable to the sharp 
reduction in electricity available for irrigation (due to a power 
plant fire in 1989), unfavorable weather, and confused pricing 
policies that eroded farmer confidence. Producer price adjustments 
made in 1990 improved farm profits. The OGL system has also 
strengthened the position of farmers significantly. They are row able 
to readily import needed parts and equipment if they have the cash to 
buy foreign exchange. However, they too are squeezed by contiruirg 
inflation and the BOZ's tight money policies and their demands for 
higher crop prices in 1991 run contrary to the GRZ's hopes to hold 
down food prices in an election year. The agricultural sector has 
been a major contributor to the increase in nontraditional exports. 


Manufacturing: Although manufacturing declined 3.5 percent in real 
terms and its share of GDP fell to 24 percent, the sector is still the 
largest contributor to GDP. Manufacturing is heavily dependent on 
imports and has been a major beneficiary of the OGL system. Needed 
inputs are becoming increasingly available for import. The onrly 
subsectors that showed significant real growth were food, beverages 
and tobacco (10.5 percent), and nonmetallic mineral products (7.1 
percent). Textiles and leather industries posted a declire of 11.7 
percent after three years of steady growth, ard fabricated metal 
products was the biggest loser, declining 29.4 percent. 


Transportation: Landlocked Zambia is dependent on road and rail 
routes through its neighbors for access to ports. Approximately half 
of all imports pass through Tanzania, including petroleum, which comes 
by the Tazama pipeline from Dar es Salaam to the refinery in Ndola. 
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During 1990, reacting to positive political developments in South 
Africa, Zambia relaxed its restrictions on using South African ports. 
A new transportation route opened through Namibia, and Walvis Bay is 
of growing importance as a port for Zambia's imports and exports. 
Zambia's transportation infrastructure is extensive relative to most 
African countries, but maintenance has lagged and much of the 
road/rail network is in need of repair. Donors are supporting 
rehabilitation, but the additional pressure of trade flows to and from 
neighboring countries (mainly Malawi and Zaire) exacerbates the 
problem. 


Private truckers own and operate roughly half of Zambia's fleet (the 
other half is parastatal) but handle roughly 65 percent of Zambia's 
internal and external haulage. They have benefited from the OGL 
system which allows them to import spare parts and equipment, but are 
sorely squeezed by tight money policies, which made bill collection 
extraordinarily difficult during 1990. 


Domestic air service is provided by Zambia Airways and Roan Air (a 
subsidiary of ZCCM). All major domestic points are served and 
round-trip service between Lusaka and the Copperbelt is frequent. 
Throughout 1990 Lusaka was served by six weekly flights to Europe, but 
international carriers are threatening to reduce service. Zambia 
Airways continues to be a big money loser and early in 1991 
discontinued its direct service between Lusaka and New York. 


Energy: Zambia has recovered from the 1989 fire which crippled over 
60 percent of its electricity generation capacity and resumed 
electricity exports to Zimbabwe in 1990. Hydro power remains abundant 
and relatively cheap. Although Zambia has no known exploitable 
petroleum resources, a major oil company continues exploration 
activity in the Zambezi valley. 


Parastatals and the Private Sector: During 1990, the government made 
a dramatic policy reversal in announcing it was prepared to sell up to 
49 percent of its shares in some parastatal companies and sell others 
outright. A privatization task force was set up to frame divestiture 
policies and procedures, but the government is moving cautiously. 
Donor countries continue to press divestiture and are providing 
financial and technical support for privatization. 


Privatization is deemed critical to the success of Zambia's efforts to 
restructure its economy, improve production efficiency, and attract 
badly needed private investment, both domestic and foreign. The 
massive parastatal structure, which dominates most sectors, comes 
under the state-owned Zambia Industrial and Mining Corporation 
(ZIMCO), which in turn owns all or part of the other parastatals. 
ZIMCO's most significant holding is its majority interest (60.3 
percent) in the copper giant, ZCCM. In the energy sector, ZIMCO 
controls Tazama Pipelines (67 percent), Lublend Limited (51 percent), 
and Zambia Electricity Supply Corp. (100 percent). In transport and 
communication, ZIMCO holds Zambia Railways (100 percent), Zambia 
Airways (100 percent), Contract Haulage (100 percent), United Bus 
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Company (100 percent), and Posts and Telecommunications Corp. (100 
percent). Its wholly owned subsidiary, INDECO, owns all or part of 
over 40 companies that make up over 60 percent of manufacturing in 
Zambia. ZIMCO also owns the only insurance company, most hotels, many 
agricultural and real estate ventures, a major wholesale/retail 
system, and a major bank. The government offer to sell 49 percent of 
its holdings is significant in that a large number of parastatals, 
particularly in the industrial sectors, currently have minority 
shareholders. In theory, these firms, including ZCCM, could be 
effectively privatized. Moreover, the government in November also 
announced the end of monopolies. This has attracted widespread 
investor interest, particularly in insurance. 


An active private sector includes foreign-owned (including American) 
firms, many of which are highly successful in banking, agriculture, 
manufacturing, and other activities. Zambian entrepreneurs are also 
growing in power and influence. 


Investment Climate: With the help of the World Bank and others, 
Zambia has rewritten the Investment Act of 1986 to improve the 
investment climate and offer enhanced incentives to private 
investors. The new code will be submitted to Parliament and is 
expected to be enacted by mid-1991. The draft law offers guarantees 
of profit expatriation and protection against expropriation. Coupled 
with progress on privatization, the incentives should make investment 
more attractive. Investments aimed at exporting likewise will benefit 
from continued Kwacha devaluation. The potential for further 
agricultural development is almost limitless, and tourism has largely 
been untapped. Transportation, as well as manufacturing and 
processing, also offer intriguing possibilities. 


Outlook: Although the government, with extensive help from the World 
Bank and IMF, has put in place a solid program of economic reform that 
should prove conducive for growth, dramatic gains in the short term 
cannot be expected. The government projects a GDP growth of 3 percent 
in 1991, with inflation at 40 percent. The decontrol of farm prices 
(except corn) should continue to improve agriculture's terms of 

trade. Further movement in a phased liberalization of the cumbersome 
corn marketing system should also improve efficiencies and grant 
greater gains to farmers while holding down prices to consumers. 

Other sectors of the economy should continue to benefit from the 
policy reforms. 


Zambia has also embarked on political reforms. Political parties 
other than the ruling UNIP became legal in December 1990, for the 
first time in 14 years. Parliamentary and presidential elections are 
expected by October, and the constitution is being revised. While 
these political reforms complement the restructuring of the economy, 
they also add to an air of change and uncertainty. It will also be 
tempting, in an election year, for the government to ease up on 
economic reforms that prove unpopular, yet those governments and 
bodies supporting Zambia will continue to press hard. While there is 
little doubt but that the changes bode well for Zambia's long-term 
growth, the near term remains problematic. 
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PART B - IMPLICATIONS FOR THE UNITED STATES 


Zambia is the tenth largest market for American suppliers in 
sub-Saharan Africa and a major market for some U.S. firms, particularly 
those serving mining. U.S. exports (and total bilateral trade) 
increased for the second straight year. Sales potential for mining and 
agricultural equipment appears high, and American products are often 
preferred. The transport market is also much brighter with the 
introduction of the OGL for imports. Many dealers and operators are 
eager to see American suppliers compete with European manufacturers who 
they feel have taken advantage of captive markets. There is a strong 
pent-up demand for products in these and most other sectors. 

Financing, however, remains a hindrance to expanded sales. Tight money 
policies are expected to continue through 1991, limiting potential 
importers' access to local borrowing. Zambia's continuing serious debt 
overhang problem limits foreign borrowing. As progress is made in 
restructuring and as donors continue to support Zambia at reasonably 
high levels, these problems should gradually ease. Trade opportunities 
in Zambia will undoubtedly expand in 1991. 


Despite the economic ills, many foreign investors are doing well in 
Zambia. As of December 1990, dividends to foreign owners can now be 
externalized through the second window. With the expected introduction 
of new investment legislation at mid-year with stiffer protection of 
investments and enhanced incentives, investment opportunities will 
become more attractive, particularly in agriculture, tourism, export 
production and transportation. 


Until progress is made in clearing commercial payment arrears, lines of 
credit will remain largely unavailable for general imports. The 
embassy continues to advise traders dealing with unknown customers in 
Zambia to sell only on a fully secured basis. 


Annual trade events, such as the Zambia International Trade Fair in 
July and the Lusaka Agricultural and Commercial Show in August, offer 
opportunities to meet Zambian and regional business people, review 
competition, and test market receptivity to new products. 


1990 was the first year of activity of the U.S./Zambia Business Council 
(USZBC), privately organized to promote the interests of American firms 
operating in Zambia and stimulate commercial relations between the 
United States and Zambia. The organization has received enthusiastic 
welcome from government officials and is expanding its membership and 
influence. It stands ready to assist American businesses interested in 
investing in, or trade with, Zambia. USZBC can be contacted at P.O. 
Box 33779, Lusaka, Zambia. 


The U.S. Embassy in Lusaka (Independence and United Nations Avenues, 
P.O. Box 31617, Lusaka; Telephone: [260] (1) 228-601; Telex: AMEMB ZA 
41970; FAX: [260] (1) 251-578) has two economic/commercial officers, a 


small Zambian commercial staff, and a library to assist American 
businesses. 


* U.S. Government Printing Office : 1991 - 282-906/20065 











